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ABSTRACT 
Managing distribution channels is a necessary function for marketing manager. 
Distribution channel is a business structure, in which product providers deliver the said 
products to the ultimate consumers. 
Distribution is a challenging task as it needs to organize different parties within the chain 
and work effectively. Ideally channel manager would like to have total control over the 
distribution objectives and tasks so that the parties involved will work exactly according 
to his wish. However, in reality the control is usually subject to different degrees of 
operational constraints, including costs involved and business flexibilities such as in 
choosing partners, adding distributors or even exiting from the industry. These forces 
together create a dilemma, and the channel manager needs to try his best to balance 
among these three factors and maximizes the effectiveness in distribution within the 
channel structure. 
Unit Trusts distribution is a fast growing business in Hong Kong. However, compared 
with the more developed areas such as US, the current penetration rate is far from 
satisfactory. As a case study with particular reference to the distribution management of 
unit trusts, this study finds out that unit trusts distribution in Hong Kong is also troubled 
by the three said forces. Given the characteristics of multi-relationships among the 
fundhouses and distributors, the commission based revenue sharing mechanism, in 
addition to heavy reliance on intermediaries ( without exclusive distribution 
relationships), it seems to suggest that forces of cost minimization and channel flexibility 
play an upper hand than control factor. Consequently, the problems in unit trust 
distribution stem from the control issue. The lack of control in communication, the lack 
of control in distributors' business priorities as well as the lack of control in promotion 
and program executions tend to weaken the effectiveness ofthe distribution. 
To remedy the situation, the critical factor is to increase the control power of the product 
providers, yet balance with the benefits in cost minimization and business flexibilities 
that they currently enjoy. Focused approach in selecting quality distributors and 
technology-led information delivery help to focus energy in servicing the distributors, 
thus minimize waste resources but enhance productivity. Strategic alliances with key 
distributors help to increase product providers' control over the business priorities and 
resources allocation of the distributors. Finally, consistent monitoring of the needs of the 
distributors help product providers to raise distributors' satisfaction level and react 
quickly to market demand, which will eventually benefit the business growth. 
Eventhough the Hong Kong investors, appetite and the regulatory regime may not count 
as favourable factors to the business development, given the sophisticated infrastructure 
of Hong Kong，the implementation of MPF, the growth of middle class, the increase of 
overseas investors, and the drive of the industry practitioners to seek improvement in the 
distribution network, the unit trusts business in Hong Kong should have a positive future. 
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Definition of Channel Management 
Channel management is one of the most important functions that many marketing 
managers are working on it daily. According to Dr. Bert Rosenbloom, marketing channel 
is defined as “ the external contractual organization which management operates to 
achieve its distribution objectives ,��It may sound a bit abstract, but it points out channel 
management involves the management of external parties. 
Dr. Russell W. McCalley provides a more operational definition. Marketing channel, 
according to Russell, represents “ …a business structure, reaching from a point ofproduct 
origin to the consumer, through which a manufacturer motivates, communicates, sells, 
2 • 
ships, stores, delivers, and services both customers and products . The process involves 
manufacturers ( product providers ), wholesalers, retailers and ultimate consumers, among 
which the “ communication, selling, shipping, storing, delivering and servicing “ creates a 
dynamic structure for the distribution channel. 
1 Rosenbloom, Bert. Marketing Channels A Management View. Hinsdale, Illinois : The Dryden Press, 
1978. p.4. 
2 Russell W. McCalley foreword by Ray A. GoldBerg. Marketing Chanel Development and Management • 
Westport: Quorum Books, 1992, p.3. 
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Critical Success Factor of Channel Management 
As pointed out, a distribution channel is a business structure. A structure will involve 
parties and layers. According to Bert, channel layers are often organized in the following 
ways : 
Two Levek Three Levek Four Levek Kve Levek 
Manufacturer | Manufacturer | Manufacturer | Manufacturer | 
^ L _ ^ _ _ � 
Agent I 
• _ ^ _ _ ^ 
Wholesaler | Wholesaler I 
i T + 
Retailer | Retailer | Retailer | 
I ^ 〒 ^ ^ 
Consumer | | Consumer~| | Consumer~^\ | Consumer | 
Figure 1. Levels of Channel Management 
No matter how many layers are involved, how the interactions of these parties are lined 
up, the structure is inherently built to serve one function : an organized way to make every 
party involved to effectively deliver the said products from product providers to the hands 
of ultimate consumers. Nevertheless, it is also the most challenging task to organize 
different parties within the chain and make them work accordingly. 
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Why ？ It is because it all relates to the matter of a balance among cost, flexibility and 
control forces, of which these forces together inherently create a dilemma. Ideally the 
channel manager would like to have total control over the distribution objectives and 
tasks so that the parties involved will work according to his wish. However, in reality, the 
control is usually subject to different degrees of operational constraints. One obvious 
constraint is the costs involved in establishing a channel. It is understood that building up 
the whole distribution by the company own resources is a costly decision and it is always 
good to minimize costs of investment from the business point of view. Therefore in an 
ordinary channel it usually involves external parties. But in reality these external parties 
have their own independent scales, priorities, constraints and targets to satisfy, that make 
the control on effective distribution a tougher task to achieve. No wonder Russell 
concluded that "an effective and satisfying relationship between manufacturers and 
marketing intermediaries is difficult to establish and maintain"^ 
Nevertheless, it will also be premature to conclude that using direct distribution (i.e. the 
product provider sets up its own distribution outlets to distribute the products ) will 
always be better than using intermediaries. If using direct distribution is the ultimate 
solution for channel management, all the wholesalers and retailers today are already out 
of business. The essential success factor for a channel manager, therefore, is to solve this 
dilemma by correctly determining the degree of control exercised, balanced with the 
costs and benefits being analyzed, over the channel components. 
3 Russell W. McCalley foreword by Ray A. GoldBerg, Marketing Channel Development and Management 
(Quorum Books, 1992), p.7. 
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Alan West examined this area further that he identified various measuring yardsticks to 
give channel managers a framework to decide on whether direct (which gave channel 
managers' own control to the distribution tasks ) or indirect channels are more suitable to 
the industry / firm being evaluated. He pointed out that the channel design decision 
making involved “ various products and services related criteria .... as general indicators 
ofwhether direct or indirect distribution will be more appropriate. This will always have 
to be modified in the light of …strategic requirements"^ The criteria are: _ 
Factors Hish Lgw 
1. Geographical concentration Direct Indirect 
2. Number ofbuyers Indirect Direct 
3. Complexity ofproduct Direct Indirect 
4. Unit price Direct Indirect 
5. Standardization Indirect Direct 
6. Servicing requirements Direct Indirect 
7. Price negotiation Direct Indirect 
8. Sales Information Direct Indirect 
9. Frequency of purchase Indirect Direct 
10. Perishability Direct Indirect 
Table 1 - Direct versus indirect distribution - some decision making criteria 
To summarize, a standard product or service with the aim of distributing to mass public 
who are scattered in different geographical areas are more suitable to use intermediaries, 
4 Alan West, Managing Distribution and Change - The Total Distribution Concept ( John Wiley & Sons 
Ltd., 1989 )�Chapter 3, pp. 30-31. 
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whereas a more complicated, discretionary and service-demanding product is more 
suitable for direct distribution. The reason is very much, again, related to the demand of 
control by the product providers in effectively achieving their distribution objectives. 
Obiective of the Study 
Given that different channel has its own characteristics, and the channel management will 
accordingly be modified in light of “ strategic requirement", a study of the degree of 
control that the product providers is taking / giving up against the operational constraints 
in channel management can be best carried out by a case analysis into a particular 
industry to see the real dynamics. The objective of this study, therefore, is to examine the 
forces / reasons behind in making the channel design decision, the dilemma that a 
particular distribution channel may face, and the possible improvements that can be made 
to the distribution mechanism of a particular industry. The unit trust industry in Hong 
Kong, a developing and up-coming distribution business being chosen as a study target, is 
primarily based on the following reasons : 
1. Unit trust industry in Hong Kong is developing rapidly for the past 10 years. 
2. The marketing method of unit tmsts/ mutual funds in Hong Kong is basically 
distribution driven. The distribution method is basically characterized by utilizing local 
banks and independent financial advisers as retailers to sell the unit trust products. 
3. Despite the enormous efforts put by the fund management companies in developing the 
distribution, such as Fidelity, the largest independent Fund Manager in the world, 
which is having over 20 retail banks and numerous distributors distributing its funds, 
the mutual funds market penetration rate, as estimated by HKIFA, is around 4% ofthe 
6 
Hong Kong population, as opposed to over 30% in US;�representing there is still 
rooms for improvement. 
The discussion in this paper will include : 
1. Industry background that covers the definition of unit trusts / mutual funds, its 
historical development, the key market participants, regulatory regime and the recent 
business development. 
2. Characteristics of the unit trust channel in terms of number of levels, the operations 
dynamics and the mode and behavior in which the parties co-operate. 
3. Evaluation ofthe existing channel design with particular reference to cost, control and 
adaptation issues 
4. The triangle of dilemma as illustrated from the case of Hong Kong unit trusts 
distribution 
5. Possible recommendations. 
5 Stewart Aldcroft, “ Regional Overview “ �m A Capital Guide to Marketing Unit Trusts & Mutual Funds in 




Primary Data - Exploratory research 
In order to understand how the fund distribution works , interviews have been arranged 
with representatives of fund management companies and distributors. Thank for their 
time and their valuable information which has provided me with a lot of insights in 
completing the project, in particular when books and publications about this topic, unit 
trust in Hong Kong, are extremely limited, not to mention written publications about a 
more narrow dimension - channel management of unit trusts in Hong Kong. 
Altogether 4 interviews have been conducted with industry practitioners including : 
• Mr. Joseph Lam - Vice President - Head of Asia Pacific, Global Mutual Funds Group 
• Mr. Donald Chan - Manager - Investment Research, Standard Chartered Bank 
• Ms. Giselle Lee - Unit Trust Marketing Manager, Dresdner RCM Global Investors 
Asia Ltd. 
• Mr. Manson Fung - Sales Support Manager, Personal Banking, Chase Manhattan 
Bank 
The interviews intends to be conducted with two representatives from the fundhouses 
and two from the distributors. The arrangement aims to have a balance view from 
both sides ofthe distribution channel. They are all experienced in this field and can 
give insights to the topic. 
8 
Secondary Data 
Supplemented the primary data are the background information collected through 
newspaper, journals, and books written by professionals. Moreover, information from the 
Hong Kong Investment Fund Association has also been utilized. For academic back up in 
the model of channel management, various publications related to channel management 
have been reviewed. 
Limitation 
1. Despite the effort spent on research on the unit trust industry, information is extremely 
limited. Description and perception of the industry is primarily based on information 
from the industry practitioners, which to a certain degree may have bias into the topic. 
2. The whole topic ofresearch concentrates on the driving forces behind the channels, the 
problems ofit and the possible recommendations. The other factors affecting the 
industry as a whole has not been discussed in details. As understood, any industry 
development is driven by many factors. The discussion here does not cover all the 
problems faced by the industry, butjust the distribution issues; 
3. And hence, the recommendations section in Chapter VII only covers recommendations 




The Unit Trust / Mutual Funds Industry in Hong Kong 
Unit Trusts/ Mutual Funds industry is developing rapidly in Hong Kong. In 1985, there 
were only around 10 companies established, registered and authorized their unit tmsts/ 
mutual funds in Hong Kong. According to the statistics at that time, there were less than 
100 funds in total. Today there are more than 120 companies authorized by the Hong 
Kong Securities and Futures Commission (SFC) to conduct unit trusts/ mutual funds 
business, with more than 1,300 funds authorized in Hong Kong^ 
The Unit Trusts/ Mutual Funds industry in Hong Kong is represented by the Hong Kong 
Investment Fund Association (IFA), previously known as the Hong Kong Unit Trust 
Association. (UTA). It started in 1984 as an ad hoc group of companies to represent the 
industry to bargain with Hong Kong Government. Nowadays there are 47 full members 
and 33 associates^. Compared with the total industry players in Hong Kong that accounts 
6 Stewart Aldcroft, “ Regional Overview ", in A Capital Guide to Marketing Unit Trusts & Mutual Funds in 
Asia, (ISI publications, 1997 ed.), pp.1-7 
7 Stewart Aldcroft, “ Regional Overview ", in A Capital Guide to Marketing Unit Trusts & Mutual Funds in 
Asia, (ISI publications, 1997 ed.), pp.3 
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for 80 fund management groups and 40 other investment companies, the members of IFA 
represent two-third of the industry forces. 
Definition of Unit Tmsts/ Mutual Funds 
A unit trust is “ any arrangement made for the purpose, or having the effect, ofproviding 
facilities for the participation by persons, as beneficiaries under a trust, in profits or 
income arising from the acquisition, holding, management or disposal of securities or any 
other property whatsoever. “ Mutual funds is “ any corporation which is，or holds itself 
out as being engaged primarily, in the business of investing, reinvesting or trading in 
securities and which is offering for sales or has outstanding any redeemable shares of 
which it is the issuer" 8. While there is difference in terms of the structure of the products, 
ie. one is contractual type while the other is company type , but they are collectively 
regarded by SFC as the “ collective investment scheme". As an industry practice, the 
terms “ unit trusts “ and “ mutual funds" are used quite interchangeably for referring to 
these types of products. 
Unit Trusts Business Growth 
In Hong Kong, in order to market interests in a mutual fund “to the public"，it is 
necessary for the fund to have been authorized by the SFC, pursuant to s.l5 of the 
Securities Ordinance. In other words, any mutual funds offered "publicly" are all under 
close supervision by SFC. 
8 David Mullarkey and Susan Gordon, Linklaters & Paines, Hong Kong “ Hong Kong ", in A Capital 
Guide to Marketing Unit Trusts & Mutual Funds in Asia, (ISI publications, 1997 ed.), pp.54-55. Special 
reference can also be made to the Code on Unit Trusts and Mutual Funds published by HKSFC. 
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By the end of 1996, Hong Kong SFC authorized funds accounted for 1,311 and IFA 
members' funds were up to 723. Asset managed in HK amounted to US$108 billion, and 
out of which 38.3% were unit tmsts/ mutual funds. In terms of sector mix, most of the 
mutual funds were equity type, with predominant exposure to Asia-Pacific region ( 
77.5%).9 
Sector Mix 
No ofFunds Fund Size Percent 
(US$ billion) (based on fund size) 
Equity 449 28.67 69.11% 
Bonds 104 7.05 17.00% 
Currency 170 5.76 13.89% 
Total 723 41.48 100.00% 
Value ofSFC -Authorised Unit Trusts And Mutual Funds 
Offered by HKIFA Members 
Year Value ofFunds Number ofFunds 
(US$ billion^ 
1996 41.48 723 
1995 33.67 669 
1994 29.20 623 
1993 31.14 566 
1992 16.35 539 
1991 21.84 497 
1990 18.27 452 
1989 16.45 328 
Source : IFA Hong Kong - member funds only 
When compared with the figures 10 years ago, the number of funds has been growing 
over 1,000%. But in terms of business from locals, the figures suggested further areas 
9 Hong Kong Investment Funds Association, The Hong Kong Investment Funds Yearbook 1997., HKIFA, 
pl3. 
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could be improved. It was found that most of the unit trusts investors were overseas 
clients, which accounted for 67.2% of the total investors of unit trusts, in other words 
only about 30% were local i n v e s t o r s / � A n d in terms of overall penetration into the Hong 
Kong population, it is estimated only around 3-4% of the Hong Kong population has 
invested through unit trusts. Given that Hong Kong has / is going to have many 
favourable factors to foster the growth of this business, such as 
• sophisticated infrastructure; 
• the implementation of the Mandatory Provident Fund Scheme ( expected to bring in 
new contributions ofUS$2-3 billion per year); 
• growth ofthe middle class ( as reflected in the increasing home ownership ratio: ratio 
ofowner-occupied household rose from 26.5% in 1980 to 45.2% in 1995 ); 
• more overseas investors; 
• the increasing importance of Hong Kong as a gateway to China^ ^  
it may be time to study the existing penetration channel to see how it runs, what problems 
it encounters, and what possible improvements can be made. 
10 Hong Kong Investment Funds Association, The Hong KongInvestment Funds Yearbook 1997., HKIFA, 
pl2-13. 




CHARACTERISTICS OF THE UNIT TRUSTS DISTRIBUTION 
CHANNEL 
Three Level Conventional Marketing Channel 
The distribution of unit trusts in Hong Kong is largely characterized by the 3 level 
conventional marketing channel management. As explained above, the three levels 
involve the funneling of products/ services from product providers to retailers before the 
products and services are being delivered to the end users. For "conventional marketing 
12 
channel" , it is used to distinguish from vertical marketing systems (VMS) . According 
to Dr. Philip Kotler, conventional marketing channel comprises “ …independent 
producer, wholesalers and retailers. Each is a separate business entity seeking to 
maximize its own profits,……No channel member has complete or substantial control 
over the other members^l The channel is fragmented and the members are loosely aligned 
for business objectives, and otherwise behaved autonomously. 
12 Philip Kotler, Marketing Management - Analysis, Planning, Implementation, and Control ( 6 ed., 
Prentice Hall oftodia Private Limited, 1988), Chapter 18, pp.545. 
13 Philip Kotler, Marketing Management - Analysis, Planning, Implementation, and Control ( 6 ed., 
Prentice Hall ofIndia Private Limited, 1988), Chapter 18, pp.545. 
14 
These characteristics can be revealed from the fact that fund management companies ( 
level 1 ) basically utilize the banks, brokers and independent financial advisors (level 2 ), 
which are neither their joint ventures nor subsidiaries to distribute their products to end 
users ( level 3 ). In Hong Kong, there are 80 fund management groups offering SFC 
authorized funds in Hong Kong. They are mostly the Hong Kong IFA members that 
include Jardine Fleming, Fidelity, Templetion, LGT, HSBC Asset Management, Dresdner 
RCM Global Investors, ( previously known as Thomton) and Schroders etc. Except for 
market leaders such as JF and Fidelity, which together are estimated to have over 70% 
market shares^^ in Hong Kong, that actively offer unit trust / mutual funds directly to the 
public through their own investment centres, the rest are primarily using intermediaries to 
distribute their products. 
Multi-Relationships in Channel Management 
Another characteristic is that the fundhouse/ intermediary relationships is a multi 
relationship. Different fundhouses have their own rights to sign up any distributor they 
prefer. In general, there is no exclusive distribution agreement established between 
fundhouses/ distributors 
M There is no exact market share figures published by third party. The figure is basically estimated by the 
market practitioners. 
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Fig. 2 Multi-relationship among fundhouses and intermediaries 
Their co-operations are largely contractual basis, i.e. by completing a distribution 
agreement which details the parties involved, the products, marketing, promotion, 
operations, remuneration, rights and responsibilities ofthe signed parties. 
On the other hand, the intermediaries are also autonomous in the channel in the sense that 
they are bound by no/ limited constraints to choose their product providers. Nowadays a 
retail bank which engages in unit trusts' distribution usually carries 5-8 fundhouses' 
products. Examples ofbanks and the fund products they are distributing are: 
Citibank JF, Fidelity, Barings, Dresdner RCM, Schroders, Citicorp., LGT, 
GAM, Invesco 
Chase JF, Fidelity, Chase Vista, LGT, Invesco, Templeton, Dresdner RCM, 
Schroders 
Standard Most of the fundhouses available in Hong Kong 
Chartered 
Bank o f JF, Fidelity, LGT, Templeton, Schroders, Dresdner RCM, Mercury, 
America Barings 
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Despite the fact that some retail banks are having their own asset management arms, such 
as Citibank and Chase, they are nevertheless distributing other fundhouses' products. The 
reasons are to provide enough choices for the clients to select. It is obvious as usually 
asset management companies have their own specialists in certain markets. For example, 
LGT are famous for the thematic funds while GAM is famous for the Japan related 
investment. The inclusion of different fundhouses' products can complement the 
investment products list and make them available for clients to satisfy the clients' needs. 
Compared with around 1987 when there were only one or two banks distributing funds, 
by the end ofNovember 1997, there are around 25 retail banks distributing funds in Hong 
Kongi5. As for IFAs or brokers, the numbers are numerous. Active players include 
Metherson Investnet, Pegasus, Pacific World and Cypress, to namejust a few. 
Clear Division ofWork and Responsibilities 
The unit trust distribution channel is also marked with a relatively clear roles and 
responsibilities of different channel members. 
Marketing Cooperation 
Fundhouses will normally be the back-end whereas distributors are usually at the 
forefront. Fundhouses provide products and marketing materials to the distributors. For 
15 HKIFA, The Hong Kong ]tavestment Funds Yearbook ( 9 ed., Hong Kong Investment Funds Association, 
1996 ) �p . l2 . 
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example, Jardine Fleming offers more than 40 authorized funds and the respective 
marketing brochures, leaflets, fund prospectuses and other point-of-sales materials to the 
distributors. It is the responsibility of the fundhouses to make sure that the fund products, 
prospectus, explanatory memorandum, or any other advertising or marketing materials in 
relations to the products are being authorised by SFC. The SFC maintains a set of 
Advertising Principles in respect of any advertisement which is to be made to the public/ 
The approach ofthese principles is that the statements must be fair and reasonable and not 
m i s l e a d i n g i 6 . � ^ �dis t r ibu tors will make use of the materials given, after analyzing the 
risk profile and investment objectives ofthe customers, introduce appropriate funds to the 
clients. As the distributors usually carry different brands of funds for the clients, the 
ultimate portfolio of the clients will usually be a combination of funds managed by 
different fundhouses. 
From time to time flmdhouses and distributors will organizejoint promotion programs for 
increasing customer awareness on particular markets or funds such as investment 
seminars. In this case distributors usually invite fundhouses' specialists to be the speakers 
and give their investment opinions on the markets and forecast the investment trend. 
Audience may be the distributors' existing customers or new sources of customers 
attracted by various means of promotions including print ads, direct mailing packages, 
point of sales materials. Even in these types of joint promotion the forefront still, is 
usually handled by the distributors which are responsible for the invitation of customers, 
venue selection, clients servicing and sales closing. Depending on the objectives and 
16 David Mullarkey and Susan Gordon, Linklaters & Paines, Hong Kong “ Hong Kong ", in A Capital 
Guide to Marketing Unit Trusts <Sc Mutual Funds in Asia, (ISI publications, 1997 ed.), pp.54-55 
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scales ofthe promotion event, the cost may be shared by both fundhouses and distributors 
or simply bom by the distributors themselves. 
Transactions Handling and Servicing 
The division of work and responsibilities can also be reflected from the operations point 
ofview. Ifatransaction needs to be done, no matter it is a fund subscription, switching or 
redemption, the deal are usually forwarded to fundhouses to handle. Transaction 
confirmations are usually issued on the following day. Fundhouses will notify the 
distributors and the clients respectively about the transaction details, including the fund 
net asset values, units involved and the other relevant details so that the distributors can 
continue servicing the clients. For some of the distributors that operate on a nominee 
account basis, i.e. distributors utilizing its own nominee account to deal with the 
fundhouses on behalfofits clients, the clients' servicing will undoubtedly be bom mostly 
by the distributors. 
Commission Based Revenue Sharing Mechanism 
The fourth characteristics is the commission rebate mechanism. Similar to a lot ofother 
distribution channels, distributors are given commission for every successful transaction. 
For every business being done, the distributors will share the Front End Load ( i.e. the 
upfront subscription fee ) with the Fundhouses. The actual terms of commission are 
largely dependent on the individual arrangement between the ftmdhouse and the 
distributor. Since the distributors are quite independent in choosing product providers, 
19 
their bargaining power in the remuneration aspect is relatively strong. Usually the 
distributors will share most of the Front End Load. Recently in order to encourage the 
retention ofinvestment money within the same fundhouse, additional trailer fee packages 
are increasingly popular for remuneration to the distributors. In order to maintain 
competitiveness, at the end the remuneration package between fundhouses and 
intermediaries are more or less the same according to the industry practice. 
20 
CHAPTER III 
EVALUATION OF THE EXISTING UNIT TRUSTS CHANNEL 
A lot of authors have pointed out that channel design is a decision-making process which 
involves an evaluation ofdifferent criteria specific to the industry. Philip Kotler expressed 
that “ each alternative needs to be evaluated against economic, control and adaptive 
criteria"i7. Economic criteria stands for cost-benefit analysis, control represents the 
effectiveness ofthe channel, whereas adaptive criteria represents the flexibility in making 
adjustment for changes. Alan West's model, which has been explained in Chapter 1, also 
points out different criteria should be evaluated for channel design decision. The reason 
why the existing channel is designed in the present way and the problems it face can be 
analysed from a cost perspective, adaptation perspective and a control perspective. 
Cost Perspective 
Cost Effectiveness to Tackle the Mass Market 
It should be understood that the "unit trust product" by itself is a product type intended to 
tackle the mass market segment. By mass market it means the general public who has the 
18 
basic investment needs. If the investors have advanced investment needs and the 
investment portfolio is of considerable amount, discretionary investment portfolio or 
17 Philip Kotler, Marketing Management - Analysis, Planning, Implementation, and Control ( 6 ed., 
Prentice Hall o f M i a Private Limited, 1988), Chapter 18, pp.538. 
18 Advanced investment needs here refer to the investment activities that include but not limited to options 
and warrants, hedging, shorting markets etc. 
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private bank investment advisory portfolio will probably be the solutions for those 
customers. Having this product segmentation in mind it is not surprising to discover that 
even HK$1,000 - 2,000 can start to invest in unit trusts in Hong Kong. As the target 
population is of considerable number, from the fundhouses' points of view, to tackle the 
mass public effectively can probably leverage on the intermediaries which have already 
built up the distribution infrastructures here, instead of building the outlets by their own 
resources. It can effectively minimize the overhead invested in sales forces^^ Besides, as 
the remuneration to the intermediaries is based on sales volume, the involvement in fixed 
payment to the intermediaries are, if any, negligible. 
On the other hand, from the intermediaries' point of view, distributing unit trust is also a 
cost effective business opportunity. Instead of investing resources in in-house product 
development to tackle the mass market investment needs, the intermediaries can simply 
pick, select and package the unit trusts and offer them to the potential customers. They 
can focus their resources in sales and marketing aspects while utilizing the product 
development expertise of fundhouses. Carrying one more type of products gives the 
distributors an alternative source of income without heavy initial investment. 
Customer Base Leveraging 
More importantly, the intermediaries, in particular retail banks and brokers, have their 
own customer base already in hand. It appears to be the fruitful target for flmdhouses to 
focus the marketing effort on. For example, the savings base in retail banks can probably 
19 As pointed out by industry practitioners, the sales force looking after the distribution points are minimal 
compared with investment on direct distribution that involves more sales staff, rental and other overheads. 
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be the potential customer base of unit trusts investment products. On the other hand, the 
cross-selling opportunity is also positive from the intermediaries' point of view. The 
positive impact ofhaving this alternative investment product is particular apparent i f the 
retail bank's time deposit rates are not very competitive. Instead of losing price-sensitive 
customers to competitors, providing them with appropriate unit trust products can 
possibly retain them in its own customer base. The same logic can also apply to the 
situation when the customers demands offshore investment. As most of the unit trusts 
offered in Hong Kong are domiciled offshore such as in Bermuda or Luxembourg, the 
offering ofunit trusts provides an alternative to suit customer needs. 
Standard Products, Standard Price 
The nature of the product itself also allows the distribution through indirect channel 
workable. According to Alan's analysis, the more standardized the products and their 
prices, the more cost- effective to be distributed through indirect channels. Unit trust is a 
standard product in the sense that a specific unit trust offered by one intermediary will not 
be of any difference to the same unit trust sold by another intermediary because it is a 
financial product highly structured and under close supervision of SFC. Section 15(1) of 
the Securities Ordinance gives the SFC the power to authorise unit trusts and mutual 
funds, while the Protection ofInvestors Ordinance regulates advertisements and offers of 
securities and investment arrangements to the public. The Protection of Investors 
Ordinance contains sanctions for the advertising or promotion of unauthorized investment 
products ( including unit trust, mutual funds and pooled retirement funds) to the 
investment public in Hong Kong without prior authorization from the SFC. There are also 
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sanctions for fraudulent inducement to persons to invest in securities or investment 
arrangements and statutory civil liability for fraudulent misrepresentation. The SFC 
monitors the print media in Hong Kong for offers to the public to invest in funds that are 
not authorised, and takes appropriate action to ensure that the provisions contained in 
relevant legislation are enforced and the interests of investors are protected. ^^  Net Asset 
Value QS[AV), Front End Load, and management fee or any other fees that are relevant, 
will be published in prospectus, pamphlets and annual reports when applicable. NAV will 
also be published in Newspaper. The common newspaper that can find fund prices 
include South China Moming Post, Hong Kong Economic Journal, Hong Kong Economic 
Times, etc. 
Adaptation Perspective 
Flexibility in Alignment with Business Strategies 
The use of intermediaries gives product providers enough flexibility to adjust in 
accordance to market changes. Given the sales of unit trusts are relative to the bull and 
bear of the investment markets, the non-fixed-cost channel investment can minimize 
possible sunk cost during market downturn. In the case of market boom, the multi-
relationship channel structure gives free room for fundhouses to sign up additional 
distributors for the products. As one industry practitioner has mentioned during the 
interview, “ when everybody is scrambling for the distributors, there is no reason why you 
don't do that. The distributor may not give you business immediately, but for every single 
21 
business it gives you, it is incremental.". 
20 Hong Kong Investment Funds Association, The Hong Kong Investment Funds Yearbook -1996, 9th ed. 
21 Comments from Ms. Giselle Lee, Interview, March 13, 1998. 
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Control Perspective 
When it comes to control perspective, however, the disadvantages ofexisting channel 
design are also apparent. 
Control in Communication 
In Hong Kong, a normal distributor usually carries 5-8 fundhouses' funds, e.g. IBA, 
Citibank, Chase etc. Given each fundhouse provides various funds to the public, the funds 
being distributed by a distributor can be up to 100 or more. Many of these funds have 
similar investment sectors�� and similar fund performances. Judging from the names 
alone may not help in differentiating them, except their brands. It has to be noted that unit 
trust is an intangible product in the sense that it is investing into the potential growth of a 
particular type of investment. The success of sales may very much depend on how 
familiar the investment consultant is on the particular fund so that he can introduce to / 
convince the investor. Therefore the training to the investment consultants and ultimately 
gaining their confidences are very critical for fundhouses if they want their products to be 
successfully distributed. 
However, this exercise is complicated by two inherent factors, (1) multi-relationship of 
distributors with fundhouses and (2) the vast number of distribution points currently 
carrying the fundhouse's products. 
22 According to IFA, there are 26 equity sectors and 15 Bond/ Currency sectors totaled 41 fund sectors by 
1996. 719 funds were offered for sales. 
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In order to communicate to different distributors and their distribution points, the 
fundhouse experts usually conduct on-site visits to every point of sale, apart from on-time 
information delivery to the distributors. As mentioned by industry practitioners, it is so far 
one of the most effective means to introduce, remind and reinforce their brands of funds 
to the distributors. But the truth is these exercises are very time-consuming and involve a 
lot of resources. Given the multi-relationship nature, every fundhouse is competing for 
focus of attention, acceptance and ultimate preference by the investment consultants in 
each distribution point. The time and effort spent is therefore enormous. 
In addition, the number of distribution points are usually far more than what the 
fundhouses can easily cope with. Taken Fidelity as an example, it currently distributes its 
funds through 20 banks (branch number over 500) and numerous IFAs. Given a stafflevel 
of around 5 in handling wholesale distribution business, it will be difficult to serve every 
distribution point with equal emphasis, not to mention the fundhouses operated in a 
smaller scale. 
The benefits brought by flexibility of having more indirect distribution points into the 
channel, therefore, may not be able to enjoy if the communicationy^ servicing problems 
continue to exist. 
Possible Differences in Business Priorities 
Another control issue is the possible differences in business priorities. To recall, the unit 
trust distribution in Hong Kong is a 3 level conventional channel management. No formal 
authority exists between fundhouses and distributors, and thus no formal obligation for 
distributors to distribute particular brand of funds. For fund management companies, the 
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top priority is to make sure that its funds will have maximum support from the 
distributors and subsequently will maximize its market shares, assets under management 
and revenues. On the other hand, for the distributor which distributes funds of several 
fundhouses, the crucial success factor is the provision of appropriate products to the 
clients. Afterall the clients are their important long term assets. Besides, no matter which 
fundhouses' funds are subscribed by their clients, they can receive the commission 
rebates. 
In addition, distributors themselves may also have an internal conflict in terms of 
business priorities. For many products that are offered by the distributors, “mutual funds" 
is not the only product that they should put emphasis on, but should be on other products 
as well. Take an example of retail bank's business focus can illustrate the point better. 
Branches ofretail banks function as servicing centres for various retail bank products, for 
example, mortgage loans, personal loans, deposits, credit cards, securities trading and 
many others. While selling mutual funds is the first priority for fundhouses, it may/ may 
not be of the same priority to the retail banks. It is still believed that the core business of 
retail banks is interest-bearing business, while the fee-income products, such as mutual 
funds, are secondary.^^ The conflict raised between the distributors' own promotional 
plans and those ofthe fundhouses may therefore happen from time to time. 
231 was told by a product manager in Bank ofCommunication about the business strategy ofthe bank in 
1997. 
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Business Flexibility Being Limited 
In the face of differences in priorities, fundhouses may possibly want to launch its own 
promotional programs in order to increase sales. Occasionally fundhouses will organise 
seminars/ lucky draws entirely on their own.'' But the existing channel arrangement may 
possibly limit the flexibility ofbusiness initiatives by the Fundhouses. As noted from Mr. 
Manson Fung, Manager of Chase Manhattan Bank, “ As a distributor we hope the 
promotion plan of the fundhouse can share with us prior to actual launch so that 
appropriate actions can be taken for our frontline communication or other related 
activities. "^ ^ The impact offlexibility limitation is particularly valid in the case ofprice _ 
cut promotion. It has to be noted that on a normal occasion a customer buying mutual 
fonds from a distributor will be charged the same as if he bought directly from the 
fundhouse. It is an intended practice as it can minimize the opportunity of arbitration by 
the customer and consequently the direct confrontation of business between the 
fundhouse itself and its distributors. In case of specific price-cut promotion programs 
initiated by the Fundhouses, these programs will indirectly affect the pricing strategy of 
the distributors as the distributors may be forced to have the same price-cut to wipe out 
the pricing differences. Consequently it may minimize the commission rebate received by 
the distributors ( Please note that the commission rebates to the distributors are primarily 
from the Front-End-Load, the cutting of Front End Load subsequently will affect the 
rebates to them ), and thus are not usually welcome by the distributors. From this 
perspective, the business flexibility of the fundhouses is limited. 
24 These promotional events are common for JF, Templeton, Schroders and Fidelity. 
25 Comment form Manson Fung, Interview, March 10’ 1998. 
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Chapter V 
Dilemma in the Existing Channel Management 
In summary, while the Fundhouses enjoy a relative low cost in having the distribution 
points carrying the products, and the flexibility of adding distributors, the existing 
channel design also make them give up to a considerable extent the control of the 
distribution points, and the business flexibility in launching any programs that they 
believe to be appropriate. The product providers have no authority or direct influence on 
what products the distributors should focus on, and their bargaining power towards their 
distributors is very much limited given the keen competition among the fundhouses. If 
they persist on a harder front, the distributors can simply pick the other product providers 
to co-operate. 
The triangle of dilemma among control, cost minimization and adaptation forces, 




Cost Mmmzadon , ^ Flexibility 
Fig. 3 Triangle ofdilemma-forces among the threefactors 
The key issues that alert most of the channel managers, as discussed in Chapter I, also 
trouble the industry practitioners in Hong Kong. 
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CHAPTER III 
HINDRANCES TO THE INDUSTRY - OTHER FACTORS 
Before proceeding to the section ofrecommending measures to tackle the triangle of 
dilemma, it is worthwhile to discuss the overall investment environment here. It is 
because it may perhaps be the major stumbling block to the industry development that 
also drags the progress of enhancing the distribution by the Fundhouses in Hong Kong. 
Overall Investment Environment 
Hong Kong Investors' Attitude 
Hong Kong investors favour short-term high return investment vehicles. As Ms. Giselle 
Lee, Unit Trust Marketing Manager of Dresdner RCM Global Investors Asia Ltd. has 
mentioned , “ active Hong Kong stock market and property market have absorbed a lot of 
investment money away from unit trusts investment “ . In fact, it is complementary with 
the research findings by Dr. Chan Chi Fai in 1994 for HKIFA ^^  in which the 
respondents, when asked about the assessment of the rate of retums of different 
investment tools, respondents were more satisfied with the retum of properties (4.6), blue 
26 Dr. Chan Chi Fai, The Hong Kong Unit Trust Market Survey Part I - Existing Investors，Department of 
Marketing, The Chinese University ofHong Kong, February - June 1994 
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chip stocks (3.66), non-blue chip stocks (3.6) to fimds (3.56) ( 5 is the most satisfied score 
)27 For the past 5 years when the Hong Kong Hang Seng Index has grown for more than 
72o/o and property index for more than 82% respectively'', it is imaginable where the 
investment money goes. 
Regulatory Regime 
Besides, the Hong Kong unit trust business is operating and survive with no fiscal 
advantages whatsoever. Unlike virtually every other market in which unit trusts are 
active, as Stewart Aldcroft, Marketing Director of Templeton Franklin Investment 
Services (Asia) Ltd. pointed out, “ there are no tax advantages to be gained from 
i n v e s t m e n t , , 2 9 F ^ d s do benefit from accumulation of capital gains, and the investment 
income is also tax free, yet there are no tax or fiscal stimuli, an element exists in all those 
regions that fund businesses are active such as U.S. “ This may be the one element 
. “ 3 0 
missing which, if granted, could propel the business into a major success area. 
^^DrChanChiFai,r/z.//o^7g^o^g Unit Trust Market Survey Part I - Existing Investors , Department of 
Marketing, The Chinese University ofHong Kong, February _ June 1994, Table 1.16b. 
： ： = r S o O ^ m l g d ^ = i F o e = = y ‘ - c _ “ , , , , . to Mar.Un, VnU Tru.s . Mu.al Fu-
inAsia, (ISI publications, 1997 ed.), PP-6. 
30 Stewart Aldcroft, “ Regional Overview “ �i n A Capital Guide to Marketing Unit Trusts & Mutual Funds 




To tackle the triangle ofdilemma, the key issues is to better utilize resources to focus on 
constructive exercises so that overall costs can still be minimized, yet the control and 
flexibility in business can considerably be improved. 
Focused Approach in Distribution Relationship 
Instead ofadding many distributors into the servicing list, Fundhouses can screen over the 
distributors and select the fruitful targets to further co-operate. As explained in chapter 
IV, numerous distribution points make product providers difficult to serve. By focusing 
on selected distributors, their points of sales can be better looked after. By ‘‘ 80/20” rule, 
(i.e 80% of the business is generated from the 20% focused efforts), the sales result can 
possibly be better than the existing scenario. 
Focused Approach in Target Segment 
Instead oftrying to aim at the total population, the distribution strategy should be 
selective in the sense that the effort should be geared towards the specific segment that 
would be interested in investing in unit trusts. With this concept in mind, the selection of 
distributors and strategic partners will be somewhat different from simply focusing on 
mass market, given the fact that unit trusts still are not very popular at present. 
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Strategic Alliance 
Another tactic is forming strategic alliances with key distributors. As discussed in Chapter 
IV, one of the key problems faced by the fundhouses is the lack of control over the 
distributors in terms oftheir business priorities and preferences of products. By forming 
strategic alliance such as joint venture with a quality distributor, the degree of control can 
be structurally strengthened, at the same time the inherent advantages such as the 
distribution infrastructure built up by the partner can still be enjoyed. Besides, by inviting 
distributor to join in the game, the costs can be shared and economies of scale can be 
achieved. In fact, ftindhouses tackling the Japan market nowadays are exactly using the 
strategic alliances, such as Dresdner with Meiji Life, Jardine Fleming with 10 Japanese 
companies to form Nippon Investors Securities Co. The remaining question , however, is 
to select the right partners to begin with. 
Technology- Led Information Delivery 
As explained in Chapter IV, under section "Control in Communication", the servicing of 
distributors use up a lot ofresources. With the help ofmodem technology, the servicing 
effort should be able to greatly reduce. Methods include the using ofinternet in uploading 
the useful information for distributors, or the on-line transaction technology in allowing 
distributors to have direct access to their customers, accounts recorded by the 
fundhouses. By designing the search of information in a user-friendly manner, the 
fundhouses can convert the existing “ push" strategy towards the distributors into a “pull” 
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Strategy, inducing the distributors to actively search for information that they need, rather 
than spoon-fed information to them, thus reducing resources spent on activities such as 
site-visits. 
Periodic Checks with the Distributors 
In order to meet the needs ofthe distributors, Fundhouses should periodically monitor the 
satisfactory level ofthe distributors over their services so as to make sure that their “ 
customers" are satisfied. Only a satisfied distributor can generate quality business for a 
fondhouse. Satisfaction survey, focus group interviews can be conducted on a periodic 
basis. From time to time, any complaint by the distributors should be addressed with 
reasonable remedies so that confidence and trust can be built up throughout the co-
operation, and the tide between product provider/ distributor can be further improved. 
PrnHnrt Development Armrding to the Needs ofDistributors 
Instead oftreating the distributors as simply an outlet to distribute its own products, 
Fundhouses can add fiirther value on designing tailor-made products for its distributors. 
As different distributors may have unique segments of their own, developing “ private 
label funds" helps distributors to tackle the specific needs oftheir segment, the sales thus 
tend to be stronger. On the other hand, the fundhouses also benefit from the focused sales 
efforts. “ Win-Win" situation therefore exists. 
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CHAPTER VIII 
SUMMARY AND CONCLUSION 
Channel management is a necessary fonction in the marketing mix for products. Unit 
trusts industry in Hong Kong mainly utilizes indirect channel to distribute the products. 
While they enjoy the benefits from costs savings and channel flexibility, the loss in 
control in the points of sales also hinders the effectiveness of distribution oftheir 
products. The so called “ triangle ofdilemma “ exists in the industry. 
In fact, there are various methods to improve the degree ofcontrol of product providers 
towards the distribution points, while keeping the costs and channel flexibility in a 
reasonable level. Focused approach towards selection of distributors, strategic alliances, 
improvement in communication between product providers and distributors and tailor-
made products for the selected distributors all improve the tides between the two parties, 
at the same time allow both sides to benefit from the partner's expertise - distributors� 
infrastructure and customer base; product provider, product development and investment 
expertise. 
While there are other factors that also hinder the development ofthe industry, including 
the Hong Kong investors' appetites and regulatory regime, but the improvement in 
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